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HOW TO BUY MALPRACTICE INSURANCE
Although professional liability insurance does not
prevent litigation, the purchase of adequate insur
ance coverage provides practitioners with the peace
of mind that comes from knowing that lost billable
time will not be compounded by the cost of defend
ing and satisfying a claim.
Many professionals entrust the selection of their
firms’ malpractice coverage to their insurance bro
ker or agent and their attorney. Because firms’ insur
ance needs are intertwined with those of the owners,
however, coverage that meets the distinctive needs
of the firm is best obtained with the accountant’s
involvement.
Professional liability insurance plays a vital role
in practice management. By understanding the pol
icy, reviewing the adequacy of coverage, and becom
ing insurance literate, you can defensively monitor
your practice, act more knowledgeably, and effec
tively defend your interests if a claim is brought. A
thorough knowledge of the policy helps you
□ Identify circumstances that could lead to
future problems.
□ Respond to notices and communications from
the carrier, defense counsel, claimant, and
claimant’s attorney.
□ Work with your broker, insurer, and attorney to
obtain the best coverage for your practice.
Although there is no standard accountants’ mal
practice insurance policy, commonalities in policy
terms, conditions, and exclusions do exist among
policies. All aspects of the professional liability
insurance policy must be considered in terms of
your particular practice needs. A discussion of the
issues likely to confront you follows.
The malpractice insurance policy
A professional liability insurance policy insures
you, up to the policy limit, for all covered losses and
legal expenses that arise from the performance of
professional accounting services that you become
legally obligated to pay. The carrier must act in good
faith in all of its dealings with the insured. This

means investigating and defending you against any
covered claim regardless of its merits. The typical
professional liability insurance policy describes
□ The scope of coverage.
□ The conditions of and exclusions from
coverage.
□ The limits of liability.
□ The insured's duty to cooperate with defense
counsel.
□ The insured's duties when a claim is brought.
□ The definition of terms such as insured, profes
sional accounting services, and policy period.
The carrier’s responsibility to the accountant,
which works to the insured accountant’s benefit, is
twofold: to defend insureds against all covered
claims and to indemnify them for all settlements
and judgments up to the policy limit. Generally, the
carrier has a more far-reaching obligation to defend
the accountant than it does to pay damages.
If the allegations in a complaint are based solely
on excluded acts and are therefore not covered, the
insurance company has no duty to defend or indem
nify the accountant, and the claim will be denied for
lack of coverage. The majority of lawsuits allege acts
both within and beyond the scope of coverage, how
ever. In these situations, most policies stipulate that
the carrier’s obligation to indemnify is restricted to
covered obligations, and that the duty to defend on
all counts exists so long as covered allegations
remain at issue in the lawsuit. The carrier's duty to
defend terminates when covered allegations are dis
missed or otherwise resolved.
(Continued on page 2)

What’s Inside...
□ Your voice in Washington (Uniform Accountancy
Act approved.), p.3.
□ Dealing with audit fee resistance (A practitioner
asks how other firms deal with this situation.
Responses in this and a subsequent issue.), p.4.
□ Annual subject index, p.6.
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Policy types
Accountants’ malpractice policies generally fall
within two distinct categories.
Occurrence coverage insures accountants against
claims as long as a negligent act or omission result
ing in a claim occurred during the policy period.
The date on which a claim was made is irrelevant to
a coverage determination.
Claims-made coverage insures accountants
against claims as long as a claim arising from an
alleged act, error or omission is made within a pol
icy’s effective dates. The date on which an allegedly
negligent act was actually committed is irrelevant
to a coverage determination so long as it did not
occur prior to the policy’s retroactive date. As long
as such a policy is continuously maintained, protec
tion is provided. If coverage is allowed to lapse—for
example, upon an accountant’s retirement—the
practitioner will have no protection against claims
made after the policy’s effective date, even if a negli
gent act or omission occurred within the policy's
effective dates.
By purchasing extended "tail” coverage, which
extends the period within which claims can be
made under the terms and conditions of the policy
that has expired, you can maintain protection
against claims made after the expiration of the
standard policy. Tail coverage generally follows the
terms and limits of the standard policy, and its term
can extend from one to three years. The most effi
cient way for a firm to achieve the protection offered
by tail coverage is to select a malpractice policy that
extends protection to retired partners.
Lapses in coverage resulting from changing pol
icies can be avoided by purchasing prior-acts
coverage from the new carrier to insure for negli
gence that occurred before the new policy’s effective
dates, or by purchasing tail coverage from the former
carrier to protect against claims made after the
expiration date of the former policy.
Prior-acts coverage protects accountants against
negligence that occurred before the purchase of the
new policy provided that
□ The accountant did not know of the error or
omission when the application for the current

policy was completed.
□ The claim was reported to the carrier during
the policy’s effective dates.

Premiums
Although the amounts of the policy limit and
deductible have the most obvious effect on the cost
of malpractice coverage, premiums are also influ
enced by the number of professional and, under
some policies, administrative staff members to be
covered.
Some carriers adhere to an equitable premium
computation formula—one that includes in the
determination of premiums the firm’s claims his
tory, type of services, client base, practice manage
ment, and the state(s) in which its practice is
located. Under a risk-classification system, those
firms involved in engagements that have proved to
be less risky and have a favorable claims history are
assigned a standard rate and premium that repre
sent their individual risk.
A carrier that spreads risks over its entire risk pool
without establishing categories among firms results
in the subsidization by low-risk practitioners of the
high-risk activities of others. Those firms having a
history of claims, engaging in high-risk activity, and
accepting high-risk clients may be required to pay a
higher premium or deductible for the same amount
of coverage provided to other firms with more
favorable ratings.
Other factors affecting premiums include the
establishment and maintenance of a defensive
accounting program and, again, the state(s) in
which the firm practices. States likely to litigate in
clude California, Florida, New York, and Texas.
By becoming aware of those circumstances possi
bly resulting in a surcharge, which can range from 5
percent to 50 percent of the standard rate, you can
more effectively monitor your defensive-practices
program.
Limits
One of the most difficult insurance-related decisions
accountants must make concerns the limits of their
(Continued on page 4)
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Your Voice in Washington
Uniform Accountancy Act approved;
AICPA Washington office to distribute copies to
states
The boards of directors of the American Institute of
Certified Public Accountants and the National Asso
ciation of State Boards of Accountancy have
approved a new uniform accountancy act that will
enhance the standards of licensure for CPAs, pro
mote the mobility of CPAs and the services they
provide the public, as well as remove the admin
istrative burden of dealing with widely varying reg
ulations of the 54 jurisdictions governing the
accounting profession. The act and a plan for imple
mentation are being distributed to state societies.
Background
In 1984, the AICPA and NASBA published a joint
model accountancy bill in an effort to combine and
harmonize separate model bills produced by the
two organizations. The process of updating this bill
was begun in 1990. An exposure draft of a new uni
form act was prepared and distributed to a wide
number of constituency groups including state
boards of accountancy, state CPA societies, CPA
firms, AICPA committees, and individual CPAs.
After receiving feedback on the exposure draft,
AICPA and NASBA, through the work of commit
tees, finalized a new joint uniform accountancy act.
The Uniform Accountancy Act is drafted as a sin
gle comprehensive piece of legislation that could be
adopted in place of existing accountancy laws.
Because there is an accountancy law in effect in
every jurisdiction, however, the act has separable
provisions that could be added to existing laws.
Designed as a living document, the AICPA and
NASBA will publish revisions to the act as often as
necessary to address important issues confronting
the profession.
Major provisions
□ New legal liability sections, providing for pro
portionate liability, privity, and statute of lim
itations.
□ One-tier licensing system, which means only a
CPA certificate issued and no separate permit
to practice.
□ 150-hour education requirement to be com
pleted before applying to take the CPA exam
ination.
□ Mandatory one-year experience requirement
for a certificate.
□ Continuing professional education (CPE)
requirement for all CPAs.
□
Mandatory quality review for all firms, with a

confidentiality provision regarding quality
reviews performed by the AICPA or state
societies.
□
Interstate and foreign reciprocity sections.

Uniformity
With the increasing globalization of capital markets
and the need for professional mobility, the demand
for uniformity of accountancy licensing require
ments has grown measurably. CPAs in firms of all
sizes now find a need to practice outside their orig
inal licensing jurisdictions.
The 54 jurisdictional accountancy statutes are
similar in their framework for certification and
licensure. All include an education requirement and
require passage of the uniform CPA examination.
Most also require experience for licensure and CPE
for relicensure. The requirement details vary con
siderably from state to state, however, and can cause
administrative problems for CPAs who wish to relo
cate and obtain reciprocal licensure.
Uniformity of regulation is a major goal of the
AICPA and it is vital that the profession—state
societies, state boards, firms, and individual practi
tioners—work together for passage of uniform
accountancy legislation and regulations.
Copies of the act (product no. G00403) are avail
able without charge from the AICPA order depart
ment, tel. (800) TO-AICPA. □

Dealing with Audit Fee Resistance
Letter to the editor
We are a small, local firm in Southern California
that performs a considerable number of certified
audits of escrow companies. Because our clients are
in a regulated industry, the audits are mandated by
the State of California Department of Corporations.
We have to follow audit guidelines issued by that
agency as well as generally accepted auditing stan
dards.
With the recession still firmly in place (don't let
anyone tell you otherwise), we are experiencing
more and more fee resistance from our clients. This
is understandable because they are really struggling
in this economic environment. Real estate is not
exactly booming out here in Southern California,
these days. The garden spot has sprouted some
weeds.
We find it difficult to respond to the clients when
they constantly call about our fees. We have them do
as much of the clerical work as possible so our staff
does not have to do it. Nonetheless, we can only cut
back on our own work so much without doing a
substandard audit. Having been in the business
Practicing CPA, December 1992
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since 1949, we are in no hurry to make a quick exit
by doing an inferior audit.
We would be interested in hearing how other
firms and practitioners are dealing with such situa
tions. Perhaps your editorial advisors would care to
comment on the subject.

—Michael C. Haas, CPA, Morton Alan Haas & Co.,
13720 Riverside Drive, Sherman Oaks, California
91423.

Editors note: Following are comments by Donald B.
Scholl, a consultant to CPA firms, who happened by
the Institute offices while we were working on this
article. We will present some of our editorial advisors
suggestions for dealing with this problem in a subse
quent issue of the Practicing CPA.
Response
Firms are using a number of methods to try to keep
down auditing fees. Many audit staff make extensive
use of laptop and luggable computers with stan
dardized auditing software in order to handle audit
functions as efficiently as possible in the field.
Firms also have staff prepare financial statements
while out of the office. The idea is to maximize the
amount of time staff spend at the client location and
to do the engagement as completely as possible
before returning to the office.
The outcome of this is that staff is visible to the
client, who then becomes better acquainted with
the time needed to perform an audit. In addition,
the CPA staff work in an environment where they are
less likely to be interrupted, thereby enhancing
their efficiency in completing the engagement,
whereas this might not be the situation back at the
office. Partners, also, are going to the client location
to perform reviews in process, rather than waiting
to receive the entire package after the field work is
completed.
Some firms are offering to train the clients per
sonnel to do some of the basic audit functions. They
will assist in selecting appropriate software and
give on-site instruction in its use.
A suggestion that may offer some opportunities
for dealing with the problem is for the partner to
spend more time planning the engagement with the
in-charge accountant. By this I mean really know
ing a client's strengths and weaknesses and organiz
ing assignments so that staff can work efficiently.
All too frequently, staff accountants are sent out
with too little guidance and end up spinning their
wheels. If adequate time had been allocated to plan
ning and organizing the engagement, and to writing
and approving the audit program, staff time in the
field could have been substantially reduced. And
Practicing CPA, December 1992

keep in mind that having the most competent, capa
ble, and experienced people to at least supervise the
job, if not in fact perform it, usually results in a more
efficient audit. □

—by Donald B. Scholl, D.B. Scholl, Inc., P.O. Box
3152, West Chester, Pennsylvania 19381

Malpractice Insurance (Continued from page 2)

malpractice coverage. By evaluating the following
factors, however, you can make an informed cov
erage decision and choose policy limits that protect
your firm’s assets and professional interests as well
as your continued ability to provide quality services
to clients.
□ Firm size and client base. A broad client base that
includes high-risk clients requires higher limits
of coverage.
□ Claims history (number and severity) and disposi
tion of prior claims. The fewer serious claims
brought against the insured and the more claims
dismissed or resolved through nominal settle
ments, the lower the limits will be.
Policy limits are created on a per-claim/per-occurrence or aggregate basis. A per-claim limit restricts
the amount paid for each claim to a specified sum. A
per-occurrence limit applies to each incident rather
than to each claimant. An aggregate limit is used
with both a per-claim and a per-occurrence limit
and is the amount the carrier will pay in any one
policy year.
The following calculations have been used to
measure policy limits.
□ The greater of the total claims asserted or paid
during any policy period.
□
The sale price for the firms largest client.
□
One year's revenues.
It is worth noting that interim increases in policy
limits are rarely allowed.
The table, on page 5, provided by Aon Direct
Group, Inc., and based on 1990 statistics, does not
recommend coverage limits. It does show the per
centage of firms purchasing various limits of
coverage, however.
Deductibles and exclusions
Most accountants malpractice policies require a
deductible, which is the amount of money paid by
the insured before the carrier's payment obligations
for defense or indemnity are triggered. Deductibles
for malpractice policies range from $1,500 to
$750,000 for large firms, and under most policies,
the deductible applies both to defense costs and
indemnity.
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You should select a deductible you are
Exhibit
Limits of Liability
confident you can afford. You should also
review the policy to make sure you have
Staff $250,000 $500,000 $1MM $2MM $3MM $4MM $5MM
received a discount on the premium for
(%)
(%)
Size
(%)
(%)
(%)
(%)
(%)
assuming a sizable deductible.
22.2
0.89
0
0.02
19.8
0.5
1-2
51
All professional liability policies carry
0.47
1.1
0.06
3-4
23
0
51.8
22.5
exclusions for acts outside the scope of
2.4
1.1
38.7
0
0
5-10
32.7
24.9
coverage for which the accountant is per
sonally liable. An exclusion which is
66.7
2.4
0
6.2
0.5
11-25
23.3
0.78
almost universally in accountants’ mal
1.2
0.2
77.1
13.2
5.9
2.3
26-50
0
practice policies is for claims known to
2.7
21
14.4
0.9
61
51-100 0
the insured at the effective date of the
24
4
44
8
20
101-1
5
0
0
0
coverage for which he or she is applying.
7
21
0
43
29
151+
0
0
This prevents the insurance company
from insuring losses that have already
occurred and are the responsibility of a
former carrier.
much to information that enhances the firm’s image
A firm can take steps to reduce the likelihood of
as it does to information that may alert the carrier to
becoming engaged in activities excluded from its
a high-risk policyholder. Submit the application to
professional liability insurance policy. You can put a
all potential insurers approximately ninety days
provision in your firm's partnership agreement or
before the desired effective date of the policy.
corporate documents prohibiting firm members
Most policy applications ask whether the account
from participating in activities excluded by its pro
ant has been denied insurance in the past. An affirm
fessional liability insurance policy. Engagements
ative response to this inquiry will likely result in
should be monitored to ensure compliance with this
higher premiums or a denial of coverage. If it appears
rule, and firm agreements updated to maintain con
that coverage is going to be denied, withdraw the
sistency with any changes in the policy.
application. Terminating the process at this stage
will enable you to state to future carriers that the firm
Obtaining coverage
has not previously been denied coverage.
Although the overwhelming majority of practi
One further point on the subject of obtaining
tioners, including those with claims histories, are
coverage: The carrier offering the lowest premiums
able to obtain malpractice coverage, you should not
may not be the one whose policies best meet the firm’s
automatically assume it will be readily available.
needs or who will be able to defend and indemnify
Begin your search for coverage at least four months
you if a malpractice claim is brought. Choice of
before the expiration date of your current policy.
carriers should be based not solely on price, but on an
Once the carriers have been identified, obtain
objective analysis of all facts pertaining to coverage.
specimen policies and compare them against one
It is often best to remain faithful to the carrier offer
another and the needs of the firm. Policies vary and
ing complete coverage, and service.
subtle differences effect coverage.
A careful review of the policy may reveal that the
Policy review
exclusions section is longer than the description of
Because professional liability insurance is a top pri
the coverage. Learn, among other things, which pro
ority for all firms, the policy should be reviewed
fessional services are covered and whether the
annually or whenever circumstances warrant.
deductible applies to defense costs.
Changes in coverage should be made to reflect
Discuss any questions concerning the application
changes in firm size and services provided. Policy
with the broker. (Insurance premiums entitle actual
limits and exclusions, particularly, should be subject
or potential insurers to the expertise of the carrier's
to close scrutiny. Policy review should occur at least
brokers.) Enlist the help of your attorney if neces
thirty days prior to the expiration date so changes can
sary. Identifying and resolving questions during the
be made before the policy’s new inception date. □
application process will avoid delays occasioned by
—by Mark F. Murray, J.D., AICPA, New York
the return of the application and coverage disputes
when a claim is brought.
Editors Note: Mr. Murray is author of Managing the
Answer truthfully and directly all inquiries con
Malpractice Maze, published by the AICPA, from
cerning your firm’s claims history. Keep in mind,
which these comments are excerpted. To purchase the
however, that the complete disclosure requirement
book, product no. 090380, cost $37, call th AICPA order
of the insurance application process applies as
department, (800) TO-AICPA. Ask for operator PC.
Practicing CPA, October 1992
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p.5.
Profitable Tips from the PCPS TEAM Meetings.
(Participants exchange ideas on keeping employ
ees content and productive.) March, p.3.
(The) Push-Pull Principle. (Setting goals and taking
action to achieve them.) Mike McCaffrey. July, p.6.
Retaining Staff Accountants as Firm Management
Consultants. (How one firm found staff accoun
tants’ involvement in management issues to be a
profitable and rewarding experience.) Carl J.
Lacher. March, p.3.
Suggestions for Stress Reduction and Employee
Retention. (A survey reveals what is causing stress
and what firms are doing to alleviate the prob
lem.) Jerry G. Kreuze and Deborah D. Payne. No
vember, p.1.

Practice Growth and Development
Creating a Client-Driven Accounting Practice. (How
to set yourself apart from your competition.) John
R. Graham. September, p.4.
Ideas for Business Building. (Determining how your
firm reached its present position and what you
need to attain your goals can result in increased
profits and greater client loyalty.) Kurt T. Jacob
sen. September, p.6.
International Opportunities for Local Firms. (How
one firm is becoming prepared for international
involvement.) Robert L. Israeloff. September, p.1.
Communication

Effective Communication Leads to Business. (How
to communicate effectively with prospective cli
ents.) Art Levy. October, p.1.
Executive Selling Skills. (How to persuade clients
and staff to take a course of action you deem
appropriate.) David Peoples. June, p.1.
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Marketing
Marketing in Troubled Waters. (How to market your
services in difficult economic conditions.) Allan S.

Boress. January, p.7.
Marketing Matters: Your Database. (How to create a
database that enhances your marketing effort.)
Warren E. Garling. May, p.7.
Profitable Tips from the PCPS TEAM Meetings.
(Participants exchange ideas on marketing and
referrals.) January, p.3.
Services

Helping Clients Survive the Economic Downturn.
Kurt Jacobsen, February, p.7.
How Are We Doing? (How to help clients obtain the
type of customer information they need to make
knowledgeable decisions.) Timothy F. Andrews.
March, p.5.
Last-Minute Help from the AICPA Library. (How the
AICPA library can help you during tax season.)
Karen Hegge Neloms. March, p.3.
Quality Consulting Services: Are You Prepared to
Deliver? (How to provide quality consulting ser
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vices to clients.) Sheldon Ames. June, p.3.
More on Working with Family-Owned Businesses.
(Addressing key issues and concerns can alleviate
some common problems.) Don A. Schwerzler,
July, p.6.
(The) Myths and Realities of Family-Owned Busi
nesses. (How to deal with the complexities of ad
vising and providing services to a family-owned
business client.) Craig Aronoff, Leslie Dashew
Isaacs, Howard Nieman, Don Schwerzler, and
Phillip Sidwell. May, p.1.
Missed Opportunity: Practice Management Ser
vices for Health Care Clients. (How to help health
care clients increase revenue and cash flow.) Reed
Tinsley. April, p.6.
Prescription for a Small Business Internal Audit.
(Six additional steps beyond writeup work can be
valuable to a small business client.) John T. Reeve.
February, p.1.
RMA Statement Studies: A Useful Resource. (The
comparative financial data in this book is a useful
resource for valuation work and in performing
trend analysis.) March, p.4.
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